
ANNUAL REPORT ON THE FINANCES 

, V TREASURYDEPARTMENT, 

Washington, D. G., January 21, 194-6. 

SIR : I have the honor to make the followmg report on the finances 
of the Federal Government for the fiscal year ended June 30, 1945. 

During the entire fiscal year covered by this report, Mr. Heniy 
Morgenthau, Jr., was Secretary of the Treasury; and the adminis
trative reports, exhibits, and tables included herein, as well as the 
report on operations immediately following this introductory section, 
are devoted entirely to the period of his administration. 

On July 21, 1945, Secretary Morgenthau issued a Summary Report 
qf the Secretary of the Treasury, covering, from a broad policy point 
of view, the period of over eleven years in which he had been in office. 
In order to make Secretary Morgenthau's views concerning this 
important period of American finance more widely available to 
students of public affairs, I have directed that this Summary Report 
be reprinted as an exhibit to this report, and it appears in its entirety 
on pages 397 to 431. ' 

The fiscal year 1945 saw the victory of the United States over 
the European Axis. Since the end of the fiscal year our victory has 
been made complete by the unconditional surrender of Japan; and 
the United States has made great strides in the reconversion to a 
peacetime economy. ^ 

Taxation 

As the Nation turns from taxation for war to taxation for peace ib 
faces an entirely different setting from that which characterized the 
defense and war years. The most spectacular aspect of the wartime 
setting was the enormous increase in Federal Government expendi
tures, which climbed from $9 billion in the fiscal year 1940 to $100 
billion in the fiscal year 1945. On one hand, this led to a doubling of 
the national product; on the other, it demanded unprecedented in
creases in tax rates. This combination of forces multiplied receipts 
from taxes and other nonborrowing sources nearly ninefold^—from 
$5.4 billion in the fiscal year 1940 to $46.5 bilhon in 1945. During 
the period July 1, 1940, through December 31, 1945, the United 
States financed 43 percent of its total expenditures from these sources. 
During World War I, by comparison, we financed less than one-third 
of our total expenditures from nonborrowing sources. 
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2 REPORT OF THE SECRETARY OF THE TREASURY , ' 

The Other major aspect of the wartime tax setting—less spectacular, 
but no less important—was the system of economic controls of which-
taxation was an essential part. Taxes served as a primary curb on 
war profiteering and as a strong buttress to the anti-inflation program. 
High tax rates were also an important influence in gaining accept
ance of, and making effective, such direct controls as wage and price 
ceilings. Without sacrificing standards of equity and fairness, taxes 
thus proved to be a powerful and flexible economic instrument in 
achieving, a maximum war effort. 

The transition and postwar periods confront us with a new set of 
circumstances bearing on tax policy. Most immediately, we face the 
need for smooth and speedy reconversion, and tax action to that end 
has already been taken. More permanently, we face a postwar level 
of Government expenditures several times as high as the prewar 
level, and taxes will have to remain correspondingly high. Finally, 
we face the needier achieving full and stable production and a vigor
ous economy in the postwar period, a need which calls for a modern
ization of our tax structure. > ' 

Reconversion tax policy.—Two major steps to ease the economic 
transition from war to peace have already been completed in the tax 
field. The first was the Tax Adjustment Act of 1945, approved July 
31, 1945. This timely legislation was principally designed to put 
business in a better position to cope with the financial problems, of 
reconversion. I t did so, not by reducing ultimate tax liabilities 
(except for increasing the excess profits exemption from $10,000 to 
$25,000), but by speeding the return to businesses of the tax funds to 
which they were entitled under provisions of wartime revenue Jaws. 

The second major step was the granting of limited tax reductions 
at those points in the tax structure where they would be most effective 
in maintaining high levels of employment and production in the 
transition period. Going somewhat beyond my suggested program 
pfo$5 billion of tax reduction, the Eevenue Act of 1945, approved 
November 8, reduced tax liabilities for the calendar years 1946 and 
1947 by nearly $6 billion annually. I t is to be noted that this law 
wiU reduce fiscal year 1946 tax collections by less than $1 billion, most 
of its effect not being felt until the fiscal year 1947. 

Although the tax adjustments already made to aid reconversion 
have been prompt and generous, we cannot assume that the problems 
of economic transition are of no further concern to tax policy. Quite 
the contrary. The* peculiar economic diflSculties which beset the 
transition process—especially the cross currents of inflation and 
deflation—may be either aggravated or eased by the' course of taxation. 

Pent-up demands for goods, combined with accumulated purchasing 
power, exert continued inflationary pressures, especially in the period 
when production is catching up. Substantial further tax reduction 
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REPORT OF T H E SECRETARY OF THE TREASURY 3 

occurring while inflationary pressures are strong would increase the 
danger of inflation. 

Taxation and economic condition^.—^Although Federal expenditures 
a:re declining rapidly as war activities are completed and liquidated, 
they cannot be expected to return to prewar levels. To discharge our 
obligations to returning veterans, to service the debt, and to maintain 
our military defenses will involve necessarily heavy burdens. Public 
works projects and programs to aid agriculture, the unemployed, and 
the aged will also require large outlays. Clearly, the aftermath of 
of war and the broad array of services which the American people call 
upon . their Government to provide will hold Federal expenditures 
far above prewar levels. 

Consequently, the Federal tax structure is bound to be a far bigger 
factor in the economic health and stability of our Nation than ever 
before; its modernization is the very foundation of our program to 
achieve full production. In view of the strategic role of taxes in the 
postwar .economy, what goals should we set for ourselves in drafting a 
postwar tax system? 

Broadly stated, our objective is a tax structure with which the tax
payer, the Government, and the national economy can live and prosper. 

The tax structure that taxpayers, both individual and corporate, 
can best live with will meet the test of fairness by relying on levies 
based on ability to pay. I t will leave the individual adequate in
centive to risk his funds in productive enterprise. I t will be made up 
of taxes which are easy to understand and simple and convenient 
to pay. 

The tax structure that the Government can best live with will 
produce the revenue needed to carry on the functions of Government. 
I t will distribute taxes in a manner designed to serve the ends of 
national econoniic policy. I t will be made up of taxes which can be 
adminj^,tered fairly and economically. 

The tax structure which the economy can best live and prosper 
with will rely on those tax measures which strengthen the forces 
making for a high level of national income and that tend to offset the 
forces making for instability in our economy. 

To modernize the tax structure in accordance with these aims 
involves comprehensive tax revision. I t is important to emphasize 
that tax revision does not necessarily involve tax reduction. Indeed, 
much of the modernization will have little to do with tax rates or 
exemptions. A good deal of underbrush has accumulated which must 
be cleared away through technical and administrative amendments 
Many opportunities exist for clarifying the law and simplifying com
pliance. Taken in the aggregate, such changes can make the tax 
system considerably easier for both taxpayer and government to 
live with. They deserve a high priority in postwar tax legislation. 

670340—46- 2 
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More fundamentally, we must deal with the question of the best 
relationship among the various component^ of our postwar tax struc
ture. Our chief reliance should be on those taxes which give fullest 
recognition to differences in tax-paying ability and which draw least 
heavily on the dollars most likely to flow into consumer markets and 
prociuctive investment. On balance the progressive personal iadome 
tax best meets these, tests and accordiagly should be the cornerstone 
of our peacetime revenue system. 

We have before us the opportunity of making.our Federal tax struc
ture not only a more efficient revenue producer but a fairer one. 
Equally important, we have the opportunity of applymgto the peace
time economy our war-learned lessons in using the tax system to pro
mote economic good. A reconstructed tax system can play a vital 
role in the achievement of a prosperous and stable peacetime economy. 

Debt management 

The war has left the United States with a large heritage 'of debt. 
The public debt, including guaranteed obligations, of the United 
States on December 31, 1945, by which time substantially all of the 
proceeds of the Victory I^oan had been received, amounted to $278 
billion. Eighty-three percent of this debt had been incurred since 
June 30, 1940, when the large-scale rearmament program was just 
beginniag. During the remainder, of the present fiscal year, the debt 
will decrease to approximately $275 billion, as indicated in the Presi
dent's Budget Message of January 1946. 

The interest-bearing debt on December 31 bore interest at an 
average rate of 1.96 percent, resulting in a computed annual interest 
charge of about $5.4 billion. Both the computed interest charge 
and the average rate include the interest on Series E savings bonds 
at the full rate of 2.9 percent, which is paid only on bonds held to 
maturity. To the extent that Series E savings bonds, and other 
securities which pay their full rate only if held for their complete 
term, are redeemed before maturity, both the average rate and the 
computed' annual interest charge bn the debt will be somewhat 
smaller. The estimate for actual interest experiditures in the fiscal 
year 1947 is $5.0 billion. 

The public ^debt is intimately interwoven with the entire financial 
structure of the country. On June 30,. 1945, the latest date for which 
comparable data for the various classes of investors are available, 58 
^percent of the assets of commercial banks, 60 percent of the assets of 
mutua l sayings banks, and 44 percent of the assets of insurance com
panies were invested in United States Government securities. In 
addition, individuals held $59 billion of United States securities, 
comprising the largest holdings of any single nonbank investor group. 

The end of the Victory Loan concluded the era of ivar borrowing 
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and marked the beginning of the era of transition and postwar debt 
manageriient. We are entering this period with the debt in such 
shape that it can play its part in the flexible fiscal policy which will 
be necessary to maintain full production in the postwar period. 

The particular securities of which the debt is composed have been 
devised as part of a conscious effort to fit the debt to the needs of 
the classes of investors who hold it! Accordingly, about 90 percent 
of the securities held by commercial and Federal Reserve Banks 
mature within ten years; similarly, about 95 percent of the securities 
held by nonfinancial corporations mature within.ten years. On the 
other hand, in the case of insurance companies and savings banks, 
long-term securities predominate, and about 60 percent of the hold
ings for these two groups of'investors do not mature until after ten 
years. The amounts of debt held by the different investor classes 
will, naturally, shift with the changing character of the economy; and 
the debt will have to be tailored and retailored to meet these shifting 
demands. This is part of the policy of flexible debt management. 

There is no question of the ability of the United States to service 
the debt, as the estimated $5.0 billion interest expenditure for the 
fiscal year 1947 amounts to less than 3 percent of the present gross 
product of the country. Even in years with a lower product than the 
present, this percentage will still be relatively small. Nevertheless, a 
debt of $275 billion is not a burden to be taken lightly. The existence 
of this debt will be one of the most important facts of the postwar 
period; and the way in which it is managed will be one of the .most 
iinportant determinants of the character of that period. 

The debt must serve as a constant reminder of how greatly our 
problems will be complicated if we allow our national product to fall 
substantiaUy below our ability to produc.e. The existence of a large 
debt is another reason, compounded on top of all other reasons, why 
the United States must maintain a policy of full production ia the 
postwar period. 

I t is my hope that it will be possible to reduce the debt substan
tially in the years ahead. This will be both possible and advisable 
if the economy operates at a high level, and especially advisable as 
long as raflationary pressures continue. One of the prime objectives 
of postwar economic policy should be to attain a higb level of pros
perity and a maximum reduction of debt consistent with the main
tenance of full production. 

Policy of low interest rates.—The President, ia his Message on the 
State of the Union and Transmitting the Budget for the fiscal year 
ending June 30, 1947, said: 

^^Although the public debt is expected to decline, a substantial 
volume of refinancing will be required, because of the large volume 
of maturing obligations * * *̂  
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^'The iaterest policies followed ia the refinancing operations will 
have a major impact not only on the provision for interest payinents 
in the future budgets, but also on the level of interest rates prevaUiag 
in private financing. The average rate of interest on the debt is now 
a little under-2 percent. Low interest rates will be an important 
force in promoting the full production and full employment in the 
postwar period for which we are all striviag. Close wartime coopera-
t̂ ion between the Treasmy Department and the Federal Reserve 
System has made it possible to finance the most expensive war in 
history at low and stable rates of interest. This cooperation will 
continue." 

The Treasury Department has followed a policy of low interest 
rates duriag the war, and that policy will continue in the postwar 
period. I believe that this policy will make an important contribu
tion to the achievement of fuU production in the economy, especially 

. after the backlog of urgent construction projects piled up by the war 
has been satisfied. 

International financial relations 

In speaking of taxation and the management of the public debt I 
have emphasized the contribution which sound domestic policy can 
make to the economic and social well-being of the American people. 
I propose now to turn from the domestic to the foreign field and to 
discuss international financial affairs briefly. In doing so, I wish to 
emphasize the importance of sound international policy for domestic 
welfare. 

Domestic and international affairs are, of course, indivisible. I t is 
to our own iaterest, for example, that Americans should be fully em-, 
ployed and that the national product should be kept at the high levels 
measured by our ability to produce. I t is also in the general inter
national interest that these objectives be attained. The Proposals 
for consideration by an. International Conference on Trade and 
Employment, released by this Government in December 1945, 
supply a concise summary of the benefits involved: 

^Tt is recognizedthat: 
^'a. In all countries high and stable employment is a main condi

tion for the attainment of satisfactory levels of living. 
^^b. The attainment of approximately full employment by the 

major industrial and trading nations, and its maintenance on a 
reasonably assured basis, are essential to the expansion of interna
tional trade on which the fuU prosperity of these and other nations 
depends; to the full realization of the objectives of all liberal interna
tional agreements in such fields as commercial policy, commodity 
problems, restrictive business practices, monetary stabilization, and 
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investment; and, therefore, to the preservation of world peace and 
security." 

Let me single out one or two of these items for particular reference 
to the United States. We have heard much of the world's needs for 
dollars; of its eagerness to buy in our markets if only it possessed the 
means to pay; of its recourse, not having such means, to restrictive 
measures which discriminate against us; and of default on debts for 
lack of dollars. If we buy abroad we shall be able to sell abroad, and 
we shall, if we are prosperous here at home, buy more freely. But 
if we buy more, foreigners will have more dollars with which to pay 
us for goods and for services, such as interest on our investments 
abroad. 

We can, I am conviaced, make no greater contribution to the 
world's peace and prosperity than by maintaining prosperity here at 
home. But more is required if we are to reap the full harvest of our 
resources. At this moment, as we all know, the world's productive 
resources have in some cases been largely destroyed by war. Else
where they have never experienced the development of which they are 
capable. I am not referring primarily to the poverty and destitution 
with which the United Nations Relief and Rehabilitation Adminis
tration is properly designed to deal. I have in iriiad rather the 
devastation and underdevelopment of productive i:esources which 
must be corrected if the rest of the world is to stand upon its own feet 
and produce for itself and for us. 

Financial assistance for reconstruction and development.—It is in 
our interest to assist not. only in relief and rehabilitation but ia recon
struction and development as well. To these latter ends this Govern
ment has taken two significant steps since the close of the fiscal year. 
In July 1945, following upon the United Nations Monetary and Fi
nancial Conference, in preparation for which the technical experts of 
this Govermnent had played a leading role. Congress ratified the 
Articles of Agreement of the International Bank for Reconstruction 
and Development. In the same month it approved the. increase of 
the lending authority of the Export-Import Bank from $700 million 
to $3,500 million. 

The establishment of the International Bank assures international 
cooperation in bearing the risks inevitably involved in lending for 
purposes of reconstruction and development. The member nations 
undertake to supply, in gold and in their own currency, the working 
capital of the Bank. They further undertake to guarantee, jointly 
and severally, loans made by the Bank with funds borrowed on its 
own credit or floated with its guaranty. 

The United States will subscribe for $3,175 million of the Bank's 
capital. Twenty percent of this amount is subject to call for working 
capital purposes, whereas the remainder is callable only to recoup 
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the Bank for losses not covered .by its earnings. Except that their 
subscriptions differ in total amoimt, other member countries are 
subject to the same undertakings. In this way practical recognition 
is given to the truth that economic reconstruction and dievelopment 
benefit all nations and not only those involved immediately as bor
rowers or lenders. . 

The Export-Import Bank is an agency established and financed by 
this Goyernment alone. Its principal function has been the promo
tion of foreign trade, and more recently it has also undertaken to 
extend credit for economic development, as in Latin America, and 
for -emergency reconstruction of. war-devastated areas, pending the 
functioning of the International Bank. 

With these resources, it will be possible to inaugurate the process 
of reconstruction and development in so far as that process requires 
material assistance from other countries. Neither the International 
bank nor the Export-Import Bank is designed to finance domestic 
costs, such as wage payments, internal transport costs and the like. 
Both institutions have, special regard for specific productive under
takings. They are designed to help the world get on its feet pro
ductively. . ' 

Lowering of trade harriers.—There is another aspect of international 
ecoriomic relations which is less tangible but no less real.than those 
previously discussed. I refer to what may be called the ^'rules of the 
international trading game." We Americans are likely to regard as 
self-evident the proposition that trade should be. conducted on the 
basis of the free choices of individuals. We characteristically resent 
controls which prevent us from buying or selling when and where we 
want, and we are perhaps inclined to assume that a similar freedom 
of choice must inevitably prevail everywhere. The events of4he last 
fifteen years must by now have convinced .us, however, that there is 
nothing inevitable about freedom. The world wiU in no small meas
ure be what we make of it. 

We ourselves have not always fuUy observed the rules of freedom 
of phoice. On the whole, however, we have not gone so far as have 
some other countries in contriving controls over the international 
transactions of private citizens. We have not, except during the 
war, undertaken to supervise and regulate international payments. 
Elsewhere, exchange control, with its mobiUzation and rationing of 
foreign exchange, has become almost umversal. Some countries have 
resorted widely to import' quotas and prohibitions, import hcenses 
and the hke. It is the common characteristic of aU, these devices 
that they divert and warp the channels of trade which emerge when 
iridividuals are free to buy and sell as they wish. 

In some part these measures have been dfefen ês against the eco
nomic collapse pf the 'thirties. In part they have been the d'eliberate 
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contrivings of economic warfare. Whatever their purpose, however, 
their effect has been to restrict and even to throttle international 
trade arid finance. They stand today as bars against the increase of 
trade and commerce which the world requires for the recovery of its 
economic health and welfare. And if, as I firmly believe, they are 
inconsistent with the kind of trading world which we hope to achieve, 
it behooves us to assume a position of leadership in securing their 
.removal. ^ 

These national restrictive dedces tend to perpetuate each other in 
the sense that no single nation feels safe in relaxing what it regards as 
its economic defenses unless it has the assurance that other nations 
are prepared to do. likewise. The problem of relaxing these controls 
is therefore essentially multilateral in nature. Wlien nations must 
act together, however, some one among them has to assume the 
initiative, if only to ^'set the ball rolling." I t was in this spirit that 

^ the Government of the United States convened the United Nations 
Monetary and Financial Conference, out of which emerged the Arti
cles of Agreemerit of the International Monetary Fund, ratified by 
Congress in the act referred to in connection witK my discussion of, 
the International Bank. I t was in the same spirit that the executive 
branch of this Government has undertaken to prepare and submit to 
the nations of the world a proposal for an international trade organ
ization to deal with tariffs, .quotas, subsidies, restrictive business 
practices, and the like. ' 
, The international monetary fund is primarily an. undertaking on 
the part of subscribing nations to submit their foreign exchange 
practices to their own joint supervision and control. I t constitutes 
common recognitiori of the restrictive effect of restraints and dis-
crimiaations involved in the control by governments over interna
tioriai payments. Only as the consequences of this purpose is it a 
financial institution. The fund is equipped with resources so that 
it can relieve individual members, during periods of temporary 
adversity, of the necessity of re-instituting the controls they under
take to relinquish. The United States, by acceptmg membership in 
the fund, agrees to invest $2,750 million, twenty-five percent in gold 
and the balance in United States doUars. The other members 
simUarly undertake to make avaUable, in amounts varyiag with their 
circumstances, gold and their national currencies. In this manner 
there is constituted a pool upon which, in exchange for its own cur
rency, a temporarUy distressed member may draw to secure funds 
needed to continue foreign payments. In the absence of this pool, 
that country might well be forced to reestablish the controls it had 
undertaken to eliminate. 

United Kingdom-United States Financial Agreement.—In the same 
spirit in which it enlarged the capital of the Export-Import Bank, 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

Fiscal Year Ended June 30, 1945



10 REPORT OF THE SECRETARY OF THE TREASURY 

accepted the International Bank and international monetary fund 
proposals, and advanced the plan for an international trade con
ference, the United States Government has recently negotiated a 
Fiaancial Agreement with the United Kingdom. This agreement 
makes avaUable to the United Kingdom, if Congress acts favorably 
upon, it, a line of credit of $3,750 mUlion. This line of credit wUl 
make it possible for the British to agree to discontinue practices 
which discriminate agaiast American trade and are restrictive in 
character, and to work with the United States in the development of 
expandiag world commerce on a multUateral basis. The purposes 
of the credit are set forth in the text of the Fiaancial Agreement as 
foUows: 
, ' T h e purpose of the line of credit is to facUitate purchases by the 

United Kingdom of goods^and services in the United States, to assist 
the United Kingdom to meet transitional postwar deficits in its cur
rent balance of payments, to help the United Kingdom to maintain 
adequate reserves of gold and dollars, and to assist the Government 
of the' United Kingdom to assume the obligations of multUateral 
trade, as,defined in this and other agreements." 

Before the war the United Kingdom was the world's greatest 
importer, and wUl, in a reasonably ordered tradiag commimity, 
again occupy high rank. Given time it can restore its external earning 
position to the point where it wUl be.able once again to trade on a 
nondiscriminatory basis with all countries. Without that grant of 
time the United Kingdom will be obliged to continue and to expand 
the exclusive trading privUeges which, with respect to much of the 
commercial world, it developed under the duress of war. Even 
under these conditions it would be obliged severely to restrict imports. 

Taken together with the other arrangements announced at the 
same time, this Financial Agreement with the United Kingdom wUl, 
in the words of President Truman and Prime Minister Attlee, **put 
an end to the fear of an econoriiically divided world." 

FRED M . VINSON, 

Secretary bj the Treasury, 
To the SPEAKER OF THE HOUSE OF REPRESENTATIVES. 
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ANNUAL REPORT ON THE FINANCES 

TREASURY DEPARTMENT, 

Washington, D. C , January 10, 1947. • 
S IR : I have the honor to make the following report on the finances 

of the Federal Governinent for the fiscal year ended June 30, 1946. 

Fiscal policy 

Einployment and production are both at high levels at the present 
time, but the transition to a peacetiirie economy is not yet complete. 
While the output of most types of finished goods is now high, that 
of other types is still low relative to demand. The output of these 
types of goods, such as automobiles, electric refrigerators, and sewing 
machines, will continue to increase as the pipe lines of production and 
distribution are filled and shortages of component parts no longer 
interfere with the smooth flow of the productive process. As a con
sequence of the time required to attain volume production of some 
types of goods and of the short time which has elapsed since the end 
of the war, there is still a substantial backlog of unsatisfied consumer 
demand for many types of goods and services; and upward pressures 
on prices persist in many areas of the economy. 

In the present economic environment, the Federal Government 
should make every effort, not only to attain a balanced budget, but 
also to achieve a substantial surplus of taxes over expenditures, and 
so to reduce the public debt. This requires both the maintenance of 
a high level of taxes and the utmost economy in Government expendi
ture consistent with national security and with an adequate level of 
Government services at home. The President's Budget Message 
reflects a determination to achieve both of these objectives. 

I recognize, of course; that present tax rates are high. I am anxious 
that these rates be reduced as rapidly as possible. But, I believe that , 
under present circumstances, first priority must be given to effecting 
a substantia! reduction in the public debt. 

We cannot aft'ord a general reduction of tax rates so long as the 
economy is confronted with strong inflationary pressures. Further
more, even when these pressures subside, we should maintain tax rates 
high enough to effect as rapid a reduction in the public debt as is 

• •• 1 
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consistent with the maintenance of a high-production. high-employ
ment economy. 

I t is necessary to keep the economic conditions which enter into the 
formulation of a well-balanced tax policy under constant review. If, 
in the light of this continuing review, some reduction in tax rates 
should be possible, I believe that these reductions should be concen
trated in those areas where they will be the most useful in maintaining 
purchasing power and in providing the incentives necessary for a 
continued high level of production throughout the economy. 

The public debt 

The gross public debt (including guaranteed obhgations) amounted 
to $259.5 billion on December 31, 1946. This was a decline of $20.3 
billion from the peak of the postwar debt which was reached on 
February 28, 1946. 

This $20.3 billion reduction in the debt was accomplished by reduce 
ing the Treasury balance from a wartime level to a peacetime level. 
By the erid of December, the Treasury balance was only $3.5 billion. 
The Treasury was able to 'use its cash balance for the purpose of debt 
reduction because Federal expenditures were cut more rapidly than 
had earlier seemed possible; while tax receipts were maintained at a 
level not far below their wartime peak. 

The Budget Message of the President envisages a continued reduc
tion in the debt to be achieved by a surplus of Federal Teceipts over 
Federal expenditures. But no matter how successful we are in 
achieving debt reduction, we will not be able to reduce greatly the 
magnitude of the problems of debt management for many years to 
come. The manner in which the public debt is handled will continue 
to affect the entire economy for a long time; and the problems of debt 
management will continue to be among the major concerns of the 
Government. 

The interest cost of the debt does not represent an undue burden 
to the country from the standpoint of ability to pay. Although the 
annual interest payment is approximately $5 billion, this is less than 
3 percent of our gro^s national product at .the'current rate of close to 
$200 billion. Furthermore, it is clear that, by keeping the national 
jproduct higb, the burden of the debt can be kept relatively low. On 
the other hand, a sharp decrease in the national product could in 
one year increase the burden of the debt much more than we can hope 
to decrease it through many years of debt reduction. 

About seven-eighths of the $20.3 billion reduction in the debt 
from the postwar peak to the end of 1946 was effected in the holdings 
of the banking system. At the end of the year, the total holdings 
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of Federal securities by nonbank investors were less than $3 billion 
under their holdings at the beginning of the debt-reduction program. 
This concentration of debt reduction in bank holdings was made 
possible because the Treasury's wartime policy of fitting the debt to 
the needs of the various investor classes had placed a large volume 
of short-term debt in the hands of the banking system. 

The present structure of the debt, with respect to both type of 
security and maturity, is well adapted to the needs of the various 
investor classes. There is, consequently, no occasion to change it, 
except when there is a corresponding change in these underlying 
needs. Such a change was recognized in reducing short-term debt 
during the past year coincident w^th a reduction in Treasury deposits 
in commercial banks. 

Interest rates.—There is one other aspect of public debt management 
upon which I should like to comment at this point. I refer to the 
matter of interest rates. 

The low level of interest rates during the war permitted the war 
to be financed much more economically than any previous war in the 
history of this country or of any other country. The average rate of 
interest on the public debt (including guaranteed obligations) on 
December 31, 1946, was 2.06 percent. At the corresponding date 
following World War I (March 31, 1920), the average rate oi interest 
was 4.19 percent. In each case, the great bulk of the outstanding 
debt had been borrowed in the war immediately preceding. 

The benefit of low interest rates in financing the war, and so in 
reducing the.burden of the debt on the taxpayers of the country, is. 
immediately apparent. 

The maintenance of stable interest rates during the transition 
period has contributed to the underlying strength of the bond market 
and has eased the problems of reconversion, not only for the Govern
ment, but also for the industrial and business enterprises of the country 
This stability has promoted business confidence, and has been of 
great importance in attaining a high level of employment and pro
duction during the reconversion period. 

No anti-inflationary purpose would be served by raising interest 
rates at the present time. President Truman has again emphasized 
in his Budget Message the desirability of the continuation of low 
interest rates. 

• 719509—47 2 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

Fiscal Year Ended June 30, 1946



4 REPORT OF T H E SECRETARY OF T H E TREASURY 

Foreign financial policy 

In the field of foreign financial affairs, the United States Govern
ment has continued to pursue a broad program of financial aid and 
cooperation for the purpose of aiding the reconstruction of war-
devastated countries and of fostering our objectives, of expanding 
world trade on a multilateral basis and of promoting relative monetary 
stability. Our program of assistance has included not only active 
United States participation in international relief and financial 
organizations, but also a direct program of financial aid through 
Export-Import Bank loans for urgent reconstruction and develop
ment purposes, loans which were specifically authorized by Congress 
for the United Kingdom and the PMlippine Republic, credit arrange
ments covering sales to foreign governments of surplus property 
located abroad, lend-lease settlements, and payment for currencies 
provided by foreign countries to our military forces during the war. 

At the end'of the fiscal, year, the International Bank for Recon
struction and Development and the International Monetary Fund, 
institutions in the creation and promotion of w;hich the United States 
Government has plaj^ed an active role, were advancing toward the 
stag;e of active operations in their respective fields.. The Bank has 
authority to make or guarantee loans to member countries for pro
grams of economic development and of. economic reconstruction and 
the reconstruction of monetary systems, including long-term stabili
zation, loans. The Fund is designed to give temporary assistance 
to member countries in financing deficits in their balance of payments 
on current account for monetary stabilization operations. These 
institutions should make an important contribution to the expansion 
of world, trade and to the achievement and maintenance of high levels 
of employment, production, and purchasing power in the member 
countries. 
. Pending the initiation of active lending operations by the Inter
national Bank, the Export-Import Bank, under the increased lending 
powers voted by the Congress in 1945, has authorized loans urgently 
needed for reconstruction of war-torn countries and for foreign devel
opment projects, in addition to continuing the type of United States 
foreign trade financing for which the Export-Import Bank was orig
inally established. The United States Government's program of foreign 
lending and international financial cooperation was further imple
mented by Congressional approval in July 1946 of a' $3,750 million 
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line of credit to the United Kingdom for the purpose of aiding that 
country in restoring her economy and of enabling her to relax restrictive 
trade practices which she had been forced to resort to because of the 
war and the drain on her financial resources. In addition, the large 
volume of credit which has been made available to foreign governments 
for the purchase of surplus war property abroad will assist those 
countries in a quicker recovery of their economic activity without 
placing upon them an undue burden of large service charges during the 
recovery period. 

In the Bretton Woods Agreements Act which was approved by the 
President in July 1945, there was established the National Advisory 
Council on International Monetary and Financial Problems to coor
dinate this Government's program of international financial coopera
tion. The Council is composed of the Secretary of the Treasury as 
Chairman, the Secretaries of State and Commerce, the Chairman of 
the Board of Governors of the Federal Reserve System, and the 
Chairman of the Board of Directors of the Export-^Import Bank. The 
Council was directed to coordinate the foreign lending operations of 
United States Government agencies and to consult and advise with 
the United States representatives on the International Bank and the 
International Monetary Fund on all important matters arising in the 
administration of the Bank and the Fund. The coordination achieved 
through the National Advisory Council has resulted in a more effective 
application of United States foreign financial aid and has contributed 
to the soundness of this Government's foreign financial program. 

Treasury operations 

The preceding discussion applies primarily to present and prospec
tive conditions. Duriag most of the fiscal year which ended on June 
30, 1946, Mr. Fred M. Vmson, now Chief Justice of the United States, 
was Secretary of the Treasury. The report on operations immedi
ately follomng this introductory section, as well as the administrative 
reports, exhibits, and tables following thereafter apply, therefore, 
principally to the period of his administration. 

JOHN W . SNYDER, 

Secretary oj the Treasury. 

To the SPEAKER OF THE HOUSE OF REPRESENTATIVES. 
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ANNUAL REPORT ON THE FINANCES 

TREASURY DEPARTMENT, 

Washington J D. (7,, January 12, 1948, 
.SIR: I have the honor to make the following report dn the finances 

of the Federal Government for the fiscal year ended June 30, 1947. 

FISCAL POLICY 

The Government closed its operations for the fiscal year with a 
surplus. During this year, the first full fiscal year following the end 
of the war, substantial progress was made in the reconversion of the 
American economy to a peacetime basis. By the end of the year, 
all previous records of civilian production had been surpassed. Goods 
and services were being produced at an annual rate ol about $230 
billion, and the accumulated backlog of demand for some types of 
goods was beipig satisfied at a growing pace. 

Notwitlistanding the high rate of industrial output, full employ
ment, and generally good harvests, scarcities of various kinds continue 
to be much in evidence. This is true of housi^ng, housing materials, 
automobiles, certain electrical equipment, fuels, industrial and agri
cultural machinery, and other products. Perhaps of greatest moment 
is the short supply of steel. I ts ramifications extend throughout the 
transportation and manufacturing industries and are reflected in turn 
in inadequate supplies of finished goods. 

The upward pressure on prices, to which I called attention in my 
last annual report, is more critical than a year ago, despite the progress 
made-in converting industry to civilian production and in refilling 
commercial and industrial pipe lines. The situation assumed such 
compelling proportions that the President deemed it necessary to call" 
a special session of the Congress to cope specifically with the infla
tionary trend as well as with the problems of European recovery. 

Under present circumstances, the need for the Federal Government 
to pursue an anti-inflationary fiscal policy is at least as great as last 
year. I t must maintain a strong financial position to assure the con
tinued well-being of our economy. Revenues should be maintained 
at a high level—high enough not only to balance the budget and to 
finance the European Recovery Program, but also to provide a substan
tial surplus for retirement of debt. In his State of the Union Message 
on January 7, 1948, President Truman recommended certain changes 
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in the tax structure which are necessary in order to provide tax relief 
to those who need it most without cutting the total tax revenues of 
the Government. General tax reduction must wait until the present 
inflationary pressures have subsided. At that tinie it can become a 
part of a general revision of our tax structure. In making this 
revision, a tax system must be created which will help to maintain 
broad consumer markets, strengthen the incentives to work and invest, 
provide flexibility as economic conditions warrant, and treat all groups 
equitably. Such a tax system is an indispensable instrument in 
maintaining an economy of lasting full employment and abundance. 

PUBLIC D E B T 

The total gross public debt and guaranteed obligations amounted 
to $258.4 billion on June 30, 1947. This was a reduction of $21.4 
biUion from the postwar peak which had been reached on February 
28, 1946, and a reduction of $11.5^ billion during the fiscal year. The 
reduction in the debt during the year, like that which had occurred 
in the last four months of the previous year, was accomplished almost 
entirely by a reduction in the cash balance in the Treasury. By the 
end of the fiscal year, this source of debt reduction had been substan
tially exhausted. 

Total holdings of Federal securities by commercial and Federal 
Reserve Banks amounted to $91.9 billion on June 30, 1947. This 
was a reduction of $24.8 billion from the postwar peak, and of $16.3 
biUion during the fiscal year. The reduction in bank-held debt thus 
substantially exceeded the reduction in total debt, both during the 
fiscal year and during the entire period since the postwar peak. The 
amount of public debt (including noninterest-bearing debt) held by 
nonbank investors was about $3}^ biUion larger on June 30, 1947, 
than it had been at the time of the peak in the total debt on February 
28, 1946. This concentration of the entire debt reduction during the 
16-month period ended on June 30, 1947, on bank-held debt, plus 
the transfer during this period of a net amount of $3)^ biUion of addi
tional Federal securities from bank to nonbank hands, contributed 
substantially to the reduction of inflationary pressures during the 
period. I t was made possible by the large sums which were available 
for trust fund investment during the period, the remarkably gbod 
record on the redemption of savings bonds, the continued successful 
sale of new savings bonds, and the restrictive debt-management and 
monetary policies of the Treasury and the Federal Reserve System. 

The anti-inflationary debt-management policy which characterized 
the fiscal year 1947 is stiU continuing. A substantial reduction in 
the total debt will be possible during the fiscal year 1948; and this 
reduction, unlike that which occurred in the fiscal year 1947, vrill be 
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